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_ Mk. Frrepman: Economic measures have occupied the central posi- 
tion in the foreign policy of the United States since the end of World 
War II. The loan to England was followed by Marshall Plan aid, and 
that, in turn, by economic aid, military assistance, and technical assist- 
ance under the famous Point IV program. Currently, Congress is 
considering the President’s proposals for reducing our tariff barriers. 
The idea is to stimulate our foreign trade to our own benefit and to 
the benefit of nations that seek trade with us. All these measures are 
labeled “foreign economic policy.” But some measures that we take 
primarily for domestic purposes are not so labeled. We regard them as 
our own concern. But they also have important effects on our friends 
and allies outside our boundaries, and very often these effects are just 
the opposite of those we say we want to accomplish when we talk 
about foreign policy. Our friends often wonder whether our right hand 
knows what our left hand is doing. Canada, our good neighbor to the 
north, is an excellent case in point, for here we can see particularly 
clearly and particularly sharply the impact of our own policy, both 
foreign and domestic, on the affairs of other countries. 

Joining me in this University of Chicago Rounp Tasie on “Dollars 
across the Border” are George Britnell, professor of economics of the 
University of Saskatchewan, and Stefan Stykolt, lecturer in the Depart- 
ment of Political Economy of the University of Toronto. 

- Britnell, which of our policies do you think has the greatest effect 
on the Canadian economy? 


Mr. Brirnetw: I think the United States farm-price-support program 
undoubtedly has the greatest effect on the Canadian economy. 


Mr. Friepman: Stykolt, what would you want to add to that 
judgment? 
Mr. Styxott: The two economies tend to move together, and what 
you do to yours, by way of government policy, tends to affect what will 
happen to your economy, and that, in turn, tends to affect what will 
happen to ours. So that your domestic fiscal and monetary policies have 
also got a lot to do with what happens to ours. 
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Mr. FriepMan: Britnell, in.what way does our farm policy have its: 
main effect on Canada? 


Mr. Brrtnexu: In that the United States farm-price-stabilization pro+ 
grams, and now, as a consequence of farm-price-stabilization programs} 
food-giveaway programs, reduce the market for Canadian farm: 
products. 


Mr. FrrepMan: By “farm-price-stabilization programs,” Britnell, I] 
take it you mean our price-support programs, our programs of guar-- 
anteeing a fixed price to our farmers. 


Mr. Brirnety: Exactly—as applied to wheat, for instance. And these: 
attempts at stability in the United States economy introduce instability’ 
into the economies of other exporting areas such as Canada—such i 
policies, for instance, as have been responsible for the tremendous in-: 
crease in the United States wheat acreage—an increase equal to the: 
total Canadian wheat acreage. 


Mr. FriepMan: This increase in our wheat acreage means, I take it, 
that we produce more wheat; our high price at home means that our 
own people buy less, and this leaves more to be sold on foreign markets. 


Mr. Styxotr: So that, both ways, the Canadian wheat farmer is 
faced with a greater problem, both because there is more wheat pro- 
duced in the United States and because more of it is exported to coun- 
tries with which the Canadian wheat farmer has to compete. 


Mr. FriepMan: In the wheat case, I take it, we can see in the facts 
and figures, in dollars and cents, what effect this program has had. 
What is the American support price of wheat, Britnell? 


Mk. Brirnett: I believe $2.24 at the present time. 
Mr. FrrepMan: At what price is Canada selling her wheat? 


Mr. Britnett: She is selling now on the basis of $1.72 a bushel at 
the head of the Lakes. 


Mr. FriepMan: This means that the American consumer is paying 
some fifty or sixty cents more per bushel directly for the wheat he 
buys and is paying this amount through taxes in one form or another 
on the wheat that is exported. 


Mr. Britneti: Exactly! 


Mr. Stryxotr: Yes. And he probably finds it more difficult to buy, 
say, Canadian imports of other nature than wheat because he has al- 
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ready spent a good deal of money on the domestically supported 
wheat. 


Mr. FriepMan: Then, our conclusion is that this policy about wheat 

hich we have adopted to help our wheat farmers turns out to do so 
in part, I take it, at the cost of low prices for Canada in exporting her 
wheat and low prices for producers of other similar products. 


Mr. BritneLi: Exactly! And one of the consequences that flows from 
that situation is that you build up a surplus that you think is very 
large, of some nine hundred million bushels (a carryover of nine hun- 
dred million bushels). We build up a carryover of some six hundred 
million bushels. And you get very worried about your carryover. You 
are in the position, it seems to us, of being in grave danger of upsetting 
the applecart simply because you have a few more apples than you 
ave any present use for. 


Mr. FrrepMan: We have wheat turned into apples. I wonder if there 
are any other products that you would want to mention that are im- 
portant for the Canadian. 


Mr. Brirnett: Oh, definitely! We have found that we have faced 
increasing restrictions in the American market, in the last twelve or 
eighteen months, with respect to barley, oats, rye, dairy products, and 
clover. 

_ Mr. Friepman: These restrictions take a different form than they do 
in wheat, don’t they? 

Mr. Britnett: Yes; they take the form of import quotas which 


definitely limit the amount of wheat or the amount of these grains that 
we can ship to the United States. 


Mr. FriepMan: How tight have these limits been? 


Mr. Britnety: At the present time our exports of barley have been 
reduced from approximately seventy million bushels last year to a 
maximum of thirty-seven million bushels this year; oats, a somewhat 
similar amount; rye, from sixteen million bushels to three million 
bushels; and so on. 


Mr. Friepman: In this case, of course, we get a much more direct 
relation between our domestic policy and our foreign policy. This is a 
case where the American policy of supporting the prices of barley, oats, 
and the others leads us to slap import quotas on imports from other 
countries of these commodities at the same time that we have been 


: 
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preaching in our explicit foreign policy to foreign countries the de 
sirability of eliminating these kinds of quantitative restrictions op 
trade, of opening up and getting freer markets. So that our agricultura: 
hand is going against our State Department hand, I suppose. 


Mr. BritneLt: Exactly! I would think that that is a precise states 
ment of what has been happening. 


Mr. FriepMan: But I don’t know; I am prepared to criticize my 
own country on these accounts, but I wonder whether this is anything 
in which we have a monopoly, or whether Canada has not been doing 
something i in the way of the same brand of activity as well. 

What is your own wheat policy, Britnell? 


Mr. StyKott: Our own wheat policy, Friedman, is simply that ous 
Wheat Board takes the wheat from the farmer and sells it on the 
world market at the best price it can get for it. The Canadian Wheat 
Board, as the agent of the farmer, has not received five cents in sub+ 
sidy in the last seventeen years. 


Mr. FriepMan: Is your wheat farmer free to sell his wheat to any- 
body else? 


Mr. BritNELL: He sells through the Canadian Wheat Board, and the 
Canadian Wheat Board goes out and, with the assistance of the private 
trade, finds a market for it. 


Mr. FriepMan: But this is a government monopoly in the purchase 
of wheat, essentially, isn’t it? Your wheat trader is not free to sell ta 
a free market, is he? 


Mr. Sryxotr: No, he is pretty well tied to the Wheat Board. I cer- 
tainly do not want to take the discussion away from the inequities 
of Canadian agricultural policy, but I would like to say something 
about the fact that there is a positive aspect (although I am sure you, 
Friedman, will disagree with me on this) to the American price- 
support policy. It keeps up farm incomes in the United States, of 
course; and to that extent, it keeps up the level of disposable income 
in the United States and keeps the American economy fully employed, 
which redounds to our own advantage. So that, while I am sure that 
there are other ways in which the same effect could be achieved, this, 
at any rate, is one way of doing it. 


Mk. FrrepMan: I must say I find it very hard to accept this argument. 
If the price of wheat is less, doesn’t the American consumer pay less 
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for his wheat, then, and doesn’t the consumer have money instead of 
the farmer? Isn’t it just a question of whether the money is in the 
"hands of the farmer or of the consumer, Stykolt? 


| Mk. Sryxorr: It is a problem of this sort. There must be a period of 
‘readjustment; there must be a period during which perhaps farm in- 
‘comes have already declined because price support has been dropped, 
rand consumers, who have suddenly found their taxes cut, have not 
made up in their expenditures on consumers’ goods and services what 
ithe farmers can no longer spend. 


Mr. FrrepMan: Speaking only for myself, as one of the many con- 
sumers, I do not think I would have much difficulty in finding other 
channels in which to spend the money I could save by lower prices 


‘for food. 


Mr. Brirnett: No. I am afraid I have to agree with you on that, 
Friedman, for the simple reason, it seems to me, that the American 
‘consumer is asked to pay the short price under the present arrange- 
‘ment. He pays as a consumer on the wheat which he buys, shall we say, 
or uses as flour. He pays, also, a subsidy on the wheat which is ex- 
ported. 


_ Mr. FrrepMan: This means that, if we were to reduce farm price 
supports, the American consumer, the nonfarmer, would find that he 
had additional money from two different sources to spend on Canadian 
imports and other things—of course, mostly they would be other 
things. He would be paying less for the food he eats, and he would 
be paying less in the form of taxes to the government. 


Mr. Sryxotr: I must disagree with this argument a little bit. I am 
in agreement with it fundamentally, but there are these two problems 
that still arise. First, you would have to assume that the government 
would cut taxes immediately and also that it would cut them by the 
exact amount that farmers would lose by way of reduced farm incomes 
because of the lowering or disappearance of the farm support prices. 
And the other problem is that there are secondary effects. Farming is 
a big industry; there are a lot of industries which depend on it, for 
example, the agricultural implement industry and other industries 
which cater to the farmer. And they, of course, would also feel the 
impact of any reduction of farm incomes, so that there is sort of a 
multiplier effect. 


Mr. FriepMan: Along this line, it is not only a multiplier effect 
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but also complete stagnation. If you take the position that nobody i 
going to be asked to adapt to anything, then, it seems to me, you ari 
heading for a society and an economy that stand still. This is onl 
one of a wide variety of changes that are impinging on the economy. 


Mr. Sryxott: This is a very fundamental change... 
Mr. Frrepman: A fairly important change. 
Mk. StyKott: ... because it affects a very large sector of the economy} 


Mr. Friepman: Yes. And this might argue for doing it gradually 
if we move in this direction. It does not seem to me to argue that i: 
should not be done. 


Mr. Sryxott: No. 


Mr. FrrepMan: But this discussion has brought us over from the 
area of the farm policy, which is certainly of the first importance, to 
another area of American policy which, as this discussion indicates: 
has an impact on Canada and other countries. That is our own domes: 
tic policy about the level of income, about employment, about the 
amount of money and taxes or our stabilization policy. And here ] 
think we might spend a moment on going over what has been the 
Canadian experience in the past few years in this respect. We at home 
know we have had a recession which started sometime in 1953. It was 
extremely mild; and, we hope very much, it ended sometime at the 
end of 1954. What was the situation in Canada, Stykolt? 


Mr. Styxott: The Canadian experience has been very much like 
the American experience. We, too, had a recession in 1954. I think 
that the order of magnitude is roughly the same for Canada as for 
the United States; and we, too, hope that we are now on the way out 
or at least on the way up. Further, very many of the same factors 
were responsible, or at least seemed to be responsible, for the recession 
in both cases: mostly the reduction of inventories and the decrease of 
expenditure on national defense. However, Canada has had the addi- 
tional misfortune of a very poor wheat crop this year, which has re 
duced farm incomes. 


Mr. Britnexi: It was not so much, was it, Stykolt, the poor wheat 
crop that reduced income as the inability of the farmer to deliver all 
his previous crop plus the inability of the Wheat Board to sell as much 
wheat as in former years? Our wheat exports last year went down from 
three hundred and eighty-six million bushels to around two hun. 


‘dred and fifty or two hundred and fifty-five million bushels; and we 
; got considerably less per bushel for the wheat that we did export. 
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Mr. Friepman: This reintroduction of the wheat problem shows 


. how closely interrelated all these different problems are. We started on 


farm policy, went over to employment policy, and now we seem to 


) be back on farm policy. If I can bring us back to fiscal policy, I am 
very much puzzled by this relation, because I do not see any reason 
» why Canada, in any way, now has to follow American internal move- 


ments, thanks to the fact that Canada some years ago adopted a flexi- 


_ ble exchange rate (that is, the price of the Canadian dollar in terms of 
the American dollar varies from day to day). Why doesn’t this mean 


that Canada could follow a completely independent internal policy? 


Mr. Styxott: Probably one of the difficulties is that we have a 


} tendency to look to what is happening in the United States and pat- 


: 
} 


tern our policies, to a certain extent, on American policies for no close 
logical reason. For example, your monetary policy, after a period of 
stringency in the early part of 1953, began to relax in about May, 


1953, I believe. Is that right? 


Mr. FriepMan: Yes. The easing of the money market by the Federal 
Reserve System came just about that time. This was an absolutely un- 


_precedented event, for the Federal Reserve Bank eased monetary con- 


ditions before the expansion had come to an end and before the mild 
recession which followed took place. 

Mr. StyKott: However, our policy did not follow yours immediate- 
ly. Our monetary policy was not eased really until the fall. But the rea- 
son for our following you rather than preceding you was that it is very 
difficult to conceive of our being worried about a deflation when you 
are worried about an inflation. When the Federal Reserve System is 
contracting credit, it is clearly afraid of inflation. It is very difficult for 
Canada to be afraid of deflation under those circumstances, for psy- 
chological reasons if for no others. 

Mr. FriepMan: This is a kind of psychological osmosis of opinion, 
or something; it is a sort of common climate of opinion. It is a very 
different thing, it seems to me, from the other cases we have con- 
sidered in which you have a very direct link between our policy and 
your policy. The thing that interests me about it is that for Canada 


‘before, when she had a fixed rate (or for other countries that have a 


fixed exchange rate), you could understand why our policy would 
directly affect her (or their) policy. 
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Mr. BritNELi: Yes, very greatly. 


Mr. Friepman: Because it would tend to mean that, if we started tox 
have unemployment or depression or recession, this would lower your: 
exports; this would mean that you would start losing gold or what~ 
ever was the basis of the system; or your exchange reserves would go: 
down. But it seems to me that one of the great advantages of Canada’s: 
adopting a flexible exchange rate was that she could worry about her 
internal problems. 


Mr. StyKotr: But it still presupposes that she has to worry about! 
different internal problems from the American internal problems or: 
that she has to, and can, worry about them in a different way. It: 
would seem to me that the problems are very much the same, because, , 
in some very general way, the shape of the economy does not differ: 
very much, and it reacts very much to the same sort of event. Take 
this latest recession. The American economy accumulated inventories 
after Korea; so did the Canadian economy, and for the same reason— 
reacting to a war scare or to a fear of scarcities. Now, the American 
government in the meantime found it necessary to work out these 
inventories; so did the Canadian. You cut your defense expenditure, 
and so did we, and for the same reasons. We have very much the 
same sort of commitments, and we react either by increasing or by 
decreasing them roughly at the same time and in the same proportion, 
so that the problems which face us, in a sense, are not too dissimilar 
in this particular period. 


Mr. BrirneLt: However, we cannot afford the luxury of pursuing 
a policy completely independently of the United States, or our export 
industries may get hurt. That is, we cannot allow our dollar to get too 
high in relation to the American dollar, or we will be in trouble. 


Mr. FriepMan: But the problem here, Britnell, was the opposite, it 
seems to me. If you did not want to follow a recession, then your policy 
would call for monetary expansion at home, which would tend to make 
your dollar relatively cheaper, which would tend to expand your ex- 
ports, not to hurt your exports. 


Mr. Britnetx: Oh, yes, at this particular stage. 


Mr. Sryxotr: However, let me say this: We would have had to 
pursue a policy which was expansionary, a monetary policy which was 
expansionary, when, in effect, your policy for five months at any rate, 
let us say, was still a stringent policy of “dear” money. We would have 
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| had to pursue a policy of “cheap” money while you were still pur- 
suing a policy of “dear” money. 

1 Mr. Frrepman: When was this? 

Mk. Sryxott: Well, say in the first part of 1953. 


_ Mk. Friepman: I should have supposed that the problem for you 
would have come after that. It would have come when the recession 
had actually set in, probably toward the end of 1953. 


Mr. Styxo.r: We did expand our credit supply; in fact, I think that 
| we had one of the most dramatic drops in interest rates from about 


October, 1953, to the early months of 1954. 


Mr. FrrepMan: I am not arguing that you did not necessarily fol- 
. low the right policy but only that in this case you could argue that the 
two recessions were the results of common causes with people reacting 
in the same way; but you could not argue that the recession in Can- 

, ada was, in any important sense, imported from the United States. 


Mr. Brirnett: We would not do that. 
Mr. Styxott: I do not think we would argue that. 


Mr. FriepMan: But I take it that this would be the argument that 
would be made in many other countries in which the link between 
|the American dollar and the foreign unit of currency was more 
| stringent. 
__ Mk. Sryxotr: Oh, yes, I would think that the fact that we have this 
flexible link means that we can insulate ourselves very adequately 
from an independent recession which the United States is having. But, 
| of course, if the same forces affect the two economies, then it is very 
difficult to see how we could. Now, whether these forces are American- 
generated or generated by the world situation (that is, for example, 
Korea, and changes in defense expenditure) is another problem. 


Mr. Friepman: Of course I must say on this score that I think the 
American record is extraordinarily good, although the European eco- 
nomies in particular were afraid that, if the United States sneezed, 
the rest of the world would get pneumonia. And the fact of the matter 
is that the United States has heartily sneezed. We have had an ex- 
ceedingly mild recession, and it does not seem to have had much of a 
serious effect on other countries. I wonder, before we finally conclude 
this discussion of our foreign and domestic policy, whether we ought 
not turn to the more explicitly foreign-policy area. We, so far, have 
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been discussing mostly our domestic policies and their effect. I take itt 
the major American program which has attracted attention is the: 
Marshall Plan program. This has had no direct effect on Canada; but,. 
of course, it has had an important indirect effect. 


Mr. Brirnety: I think perhaps you may be forgetting that we had! 
something similar on a much more modest scale in our billion-dollar: 
gift to Britain, which certainly did have an effect on the amount off 
Marshall aid which Britain required. 


Mr. FrrepMaNn: This was a loan, was it not? 
Mr. StyKott: No, I believe that it was an outright gift. 


Mr. FriepMan: I see. But you participated with us in the making: 
of Marshall Plan aid available elsewhere. But, in addition, it is true: 
to say, isn’t it, that our expenditures abroad have led to people having: 
money with which to buy Canadian goods as well as American goods? ' 


Mr. BritNetu: Oh, yes. 


Mr. FrrepMan: So, I take it, the main topic that really affects Canada t 
in her relation to the United States is much more our tariff policy. 


Mr. Sryxott: Yes. I would be inclined to think that that probably: 
is the basic point. Now here it is very difficult to accuse the Americans: 
of being protectionists in view of the fact that we ourselves have a 
tariff, although I am inclined to think that one could press with good | 
reasons for a unilateral and drastic reduction in the American tariff, , 
whereas one would have to be a little more careful about the speed! 
with which our own tariff could be reduced. 


Mr. Brirnei: I am afraid I shall have to part company with you,, 
again, Stykolt, on that. 


Mr. Friepman: What are the main items in which the American, 
tariff influences the Canadian structure? 


Mr. Styxotr: One of the most important ones, it would seem to) 
me, is that the protection which the United States gives its industries; 
increases with the degree of fabrication, that is to say, with the amount: 
of manufacturing which the industry engages in, so that it is quite: 
easy for Canadians to export raw materials to the United States. But,, 
as these become semiprocessed goods or processed goods or highly) 
fabricated goods, the problem becomes more and more difficult, and! 
the wall becomes higher and higher and more difficult to climb. 


Mr. FriepMan: But I would suspect that in any event this would| 
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probably be consistent with the kinds of things that Canada can pro- 
duce most efficiently. It is not at all clear to me. 


Mr. Styxotr: I do not know. 


Mr. FriepMan: Suppose the President’s program is accepted, and 
we start, as I hope we will, on a process of tearing down our tariff 
wall, do you think there is any likelihood that Canada would follow 
suit on her tariff wall, which, I take it, is not very much lower than 
our own? 


Mr. Brirnety: Yes. I am inclined to think she would. The thing 
that disturbs us most at the present time is that the United States 
seems, in many respects, to be headed the other way, in that from time 
to time we are brought up sharply by the fact that the United States 
apparently prefers to ignore GATT (General Agreement on Tariffs 
and Trade) and the trade agreements with Canada and pursue a uni- 
lateral policy. 

Mr. FriepMan: There are two different questions here. Assuming, 
contrary to what you think, Britnell, we do go on a tariff-reduction 


_ program, do you, Stykolt, think that Canada would do likewise? 


Mr. Styxotr: Well, I would have certain reservations. In a period 
of recession, industries which for other reasons find themselves in 
difficulties of course press for protection, and that tends to give an 


air of an increased desire for protection in Canada at the present time. 


Perhaps that is coloring my views. I would think that, if the Ameri- 
cans gave a dramatic lead in this direction, it would be very difficult for 


us not to do likewise. 


Mr. Brirnett: That is all I had in mind. I do not think we have 


perhaps enough initiative (judging by the number of groups that go 


up to the Tariff Board and ask that they get bailed out when they 
get into a bit of trouble) to do it ourselves; but I do think we are 


| ready, as we are quite often, to follow the big leader. 


Mr. FriepMan: This is a common problem to both of us. We know 


that in the American economy, as well, the big problem is the pressure 
of special groups for tariff protection. 


In our discussion, in conclusion, we have been considering the rela- 


_ tions between American policies intended to affect domestic affairs as 


well as those intended to affect international relations on our good 


neighbor to the north, Canada. Perhaps this example suggests how 


important it is that, in formulating our national policy, we treat it 
as one whole and not regard it as separated into watertight compart- 
eee UGA oe gs ene and Lore1on. Noucy: 


TEXT OF THE PRESIDENT’S MESSAGE TO CONGRESS 
ON FOREIGN ECONOMIC POLICY 


* 


To THE CoNGRESS OF THE UNITED STATES: 


For the consideration of the Congress, I submit my recommendations 
for further developing the foreign economic policy of the United States. 
Although largely based upon my special message to the Congress of March 
30, 1954, these proposals are the product of fresh review. 

The nation’s enlightened self-interest and sense of responsibility as a 
leader among the free nations require a foreign economic program that 
will stimulate economic growth in the free world through enlarging op- 
portunities for the fuller operation of the forces of free enterprise and com- 
petitive markets. Our own self-interest requires such a program because 
(1) economic strength among our allies is essential to our security; (2) 
economic growth in underdeveloped areas is necessary to lessen interna- 
tional instability growing out of the vulnerability of such areas to Com- 
munist penetration and subversion; and (3) an increasing volume of world 
production and trade will help assure our own economic growth and a 
rising standard of living among our own people. 

In the world-wide struggle between the forces of freedom and those of 
Communism, we have wisely recognized that the security of each nation 
in the free world is dependent upon the security of all other nations in the 
free world. The measure of that security in turn is dependent upon the 
economic strength of all free nations, for without economic strength they 
cannot support the military establishments that are necessary to deter Com- 
munist armed aggression. Economic strength is indispensable, as well, in 
securing themselves against internal Communist subversion. 

For every country in the free world, economic strength is dependent upon 
high levels of economic activity internally and high levels of international 
trade. No nation can be economically self-sufficient. Nations must buy from 
other nations, and in order to pay for what they buy they must sell. It is 
essential for the security of the United States and the rest of the free world 
that the United States take the leadership in promoting the achievement of 
those high levels of trade that will bring to all the economic strength upon 
which the freedom and security of all depends. Those high levels of trade 
can be promoted by the specific measures with respect to trade barriers 
recommended in this message, by the greater flow of capital among nations 
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of the free world, by convertibility of currencies, by an expanded inter- 
change of technical counsel, and by an increase in international travel. 

From the military standpoint, our national strength has been augmented 
by the over-all military alliance of the nations constituting the free world. 
This free world alliance will be most firmly cemented when its association 
is based on flourishing mutual trade as well as common ideals, interests 
and aspirations. Mutually advantageous trade relationships are not only 
profitable, but they are also more binding and more enduring than costly 
grants and other forms of aid. 

Today numerous uneconomic, man-made barriers to mutually advanta- 


_ geous trade and the flow of investment are preventing the nations of the free 


world from achieving their full economic potential. International trade and 


investment are not making their full contribution to production, employ- 


ment and income. Over a large area of the world currencies are not yet 
convertible. 

We and our friends abroad must together undertake the lowering of the 
unjustifiable barriers to trade and investment, and we must do it on a 


_ mutual basis so that the benefits may be shared by all. 


Such action will add strength to our own domestic economy and help 
assure a rising standard of living among our people by opening new mar- 


_kets for our farms and factories and mines. 


The program that I am here recommending is moderate, gradual and 


_ reciprocal. Radical or sudden tariff reductions would not be to the interest 


of the United States and would not accomplish the goal we seek. A mod- 
erate program, however, can add immeasurably to the security and well 


being of the United States and the rest of the free world. 


Trade Agreement Authority 
I request a three-year extension of Presidential authority to negotiate 


tariff reductions with other nations on a gradual, selective, and reciprocal 


basis. This authority would permit negotiations for reductions in those 


barriers that now limit the markets for our goods throughout the world. 


I shall ask all nations with whom we trade to take similar steps in their 
relations with each other. 

The three-year extension of the Trade Agreements Act should authorize, 
subject to the present peril and escape clause provisions: 

1. Reduction, through multilateral and reciprocal negotiations, of tariff 


"rates on selected commodities by not more than 5 per cent per year for 


three years; 
2. Reduction, through multilateral and reciprocal negotiations, of any 


tariff rates in excess of 50 per cent to that level over a three-year period; and 


3, Reduction, by not more than one-half over a three-year period, of 


tariff rates in effect on January 1, 1945, on articles which are not now being 


imported or which are being imported only in negligible quantities. 
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The General Agreement on Tariffs and Trade 

For approximately seven years the United States has cooperated with 
all the major trading nations of the free world in an effort to reduce trade 
barriers. The instrument of cooperation is the General Agreement on Tariffs 
and Trade. Through this agreement the United States has sought to carry 
out the provisions and purposes of the Trade Agreements Act. 

The United States and thirty-three other trading countries are now re- 
viewing the provisions of the Agreement for the purpose of making it a 
simpler and more effective instrument for the development of a sound 
system of world trade. When the current negotiations on the revision of 
the organizational provisions of the General Agreement are satisfactorily _ 
completed, the results will be submitted to the Congress for its approval. 


Customs Administration and Procedure 

Considerable progress has been made in freeing imports from unnecessary 
customs administrative burdens. Still more, however, needs to be done in the 
three areas I mentioned in my message last year: (1) the simplification of 
commodity definitions, classification and rate structures; (2) improvement 
in standards for the valuation of imports; and (3) further improvement of 
procedures for customs administration. 

An important step toward simplification of the tariff structure was taken 
by the Congress last year with the passage of the Customs Simplification 
Act which directs the Tariff Commission to study the difficulties of com- 
modity classification of imports. The interim report of the Tariff Commis- 
sion to be made by next March 15 should help enable the Congress to 
determine whether further legislative steps should then be taken or should 
await submission of the final report. 

The uncertainties and confusion arising from the complex system of 
valuation on imported articles caused unwarranted delays in the determina- 
tion of customs duties. I urge the Congress to give favorable consideration 
to legislation for remedying this situation. 

The improvement of customs administration requires continuous effort, 
as the Congress recognized by enacting the Customs Simplification Acts 
of 1953 and 1954. The Treasury Department in its annual customs report 
to the Congress will review the remaining reasons for delay or difficulty in 
processing imported articles through customs and will propose still further 
technical amendments to simplify customs procedures. 


United States Investment Abroad 
The whole free world needs capital; America is its largest source. In 
that light, the flow of capital abroad from our country must be stimulated 
and in such a manner that it results in investment largely by individuals 
or private enterprises rather than by government. 
An increased flow of United States private investment funds abroad, 
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especially to the underdeveloped areas, could contribute much to the ex- 
(pansion of two-way international trade. The underdeveloped countries 
‘would thus be enabled more easily to acquire the capital equipment so 
badly needed by them to achieve sound economic growth and higher living 
‘standards. This would do much to offset the false but alluring promises 
‘of the Communists. 

- To facilitate the investment of capital abroad I recommend enactment 
of legislation providing for taxation of business income from foreign sub- 
isidiaries or branches at a rate fourteen percentage points lower than the 
corporate rate on domestic income, and a deferral of tax on income of 
‘foreign branches until it is removed from the country where it is earned. 

__ I propose also to explore the further use of tax treaties with the possible 
‘recognition of tax concessions made to foreign capital by other countries. 
Under proper safeguards, credit could be given for foreign income taxes 
which are waived for an initial limited period, as we now grant credit for 
‘taxes which are imposed. This would give maximum effectiveness to foreign 
tax laws designed to encourage new enterprises. 

As a further step to stimulate investment abroad, I recommend approval 
‘by the Congress at the appropriate time of membership in the proposed 
International Finance Corporation, which will be affiliated with the In- 
‘ternational Bank for Reconstruction and Development. This corporation 
will be designed to increase private investment in less developed countries 
‘by making loans without government guarantees. Although the corporation 
will not purchase stock, it will provide venture capital through investing 
‘in debentures and similar obligations. Its operations will cover a field not 
dealt with by an existing institution. 

The Executive Branch will continue through our diplomatic representa- 
‘tives abroad to encourage a climate favorable to the private enterprise con- 
‘cept in investment. 

We shall continue to seek other new ways to enlarge the outward flow 
of capital. 

It must be recognized, however, that when American private capital 
imoves abroad it properly expects to bring home its fair reward. This can 
‘only be accomplished in the last analysis by our willingness to purchase more 
igoods and services from abroad in order to provide the dollars for these 
‘growing remittances. This fact is a further compelling reason for a fair 
and forward-looking trade policy on our part. 


Technical Cooperation 
_ The United States has a vast store of practical and scientific know-how 
‘that is needed in the underdeveloped areas of the world. The United States 
shas a responsibility to make it available. Its flow for peaceful purposes must 
remain unfettered. 
United States participation in technical cooperation programs should be 
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carried forward. These programs should be concerned with know-how ’ 
rather than large funds. In my Budget Message next week, I shall recom- - 
mend that the Congress make available the funds required to support the: 
multilateral technical cooperation programs of the United Nations. The: 
bilateral programs of the United States should be pressed vigorously. 


International Travel 


The United States remains committed to the objective of freedom of: 
travel throughout the world. Encouragement given to travel abroad is ex- - 
tremely important both for its cultural and social importance in the free : 
world, and for its economic benefits. Travel abroad by Americans provides ; 
an important source of dollars for many countries. 

The Executive Branch shall continue to look for ways of facilitating in- - 
ternational travel and shall continue to cooperate with private travel - 
agencies. 

One legislative action that would be beneficial in this field is the increase : 
of the present duty-free allowances for tourists from $500 to $1,000, exer-- 
cisable every six months. I recommend the passage of such legislation. 


Trade Fairs 


International trade fairs have been of major importance to foreign coun- - 
tries for many years, and most of the trading nations have strengthened the : 
promotional aspects of their industrial displays in many fairs with a central - 
exhibit designed to emphasize the industrial progress and achievement of 
the nation. 

Soviet and satellite exhibits, for example, have been costly, well-planned . 
and housed in expensive structures designed to convey the impression that - 
the U.S.S.R. is producing on a large scale for peace and is creating a 
paradise for workers. 

The United States, which has a larger volume of international trade than | 
any other nation, until recently has been conspicuous by its absence at these » 
trade fairs. American visitors and participants have pointed out the failure 
of their Government to tell adequately the story of our free enterprise sys- 
tem and to provide effective international trade promotion cooperation. 


As a result, I have undertaken an international trade fair program under 


the direction of the Department of Commerce. Since the inauguration of | 
this program in August, participation has been authorized in eleven fairs 
to be held before June 30. Sixteen additional fairs are being considered for | 
exhibition purposes in the latter part of the year. The first fair in which | 
the United States presented a central exhibit is that at Bangkok, which 
opened December 7, 1954. At it our exhibit was awarded first prize. Over | 
one hundred American companies supplied items for inclusion in it. 


I shall ask the Congress for funds to continue this program. 
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Convertibility 

Convertibility of currencies is required for the development of a steadily 
ing volume of world trade and investment. The achievement of: con- 
vertibility has not been possible in the post-war period due to dislocations 
“caused by the war, inflation and other domestic economic difficulties in 
“many countries, which have contributed to an imbalance in international 
trade and payments. However, steady progress, particularly by Western 
Buropean countries, is being made toward our mutual objective of restoring 
‘currency convertibility. The foreign economic program proposed here will 
“make an important contribution to the achievement of convertibility. 


Agriculture 

No single group within America has a greater stake in a healthy and 
| expanding foreign trade than the farmers. One-fourth to one-third of some 
| Major crops, such as wheat, cotton and tobacco, must find markets abroad _ 
am order to maintain farm income at high levels. 

If they are to be successful, programs designed to promote the prosperity 
“of agriculture should be consistent with our foreign economic program. We 
must take due account of the effect of any agricultural program on our 
foreign economic relations to assure that it contributes to the development 
ie healthy, expanding eelas markets over the years. 


: Conclusion 

_ The series of recommendations I have just made are all components of 
an integrated program, pointing in a single direction. Each contributes to 
the whole. Each advances our national security by bringing added strength 
and self-sufficiency to our allies. Each contributes to our economic growth ~ 
and a rising standard of living. -among our people. 
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Round Table Afterthoughts .. . 


No nation was ever ruined by trade-—BENJAMIN FRANK-~ 
LIN. a 


The selfish spirit of commerce knows no country, and 
feels no passion or principle but that of gain—-THoMas ~ 
JEFFERSON. 


Free trade, one of the greatest blessings which a govern- 
ment can confer on a people, is in almost every count eS 
unpopular—THomas B. Macautay. 
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